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SUB J : EXPORT INCENTIVES: NEW PORTUGUESE EXCHANGE RATE 
AND PRODUCTION COST INSURANCE SCHEMES 

REF: STATE 012860 

SUMMARY: GOP-OWNED INSURANCE COMPANY NOW PREPARING IMPLE- 
MENTING REGULATIONS AND PROCEDURES FOR EXPORT INSURANCE PRO- 
GRAMS CREATED IN DECEMBER 1975 TO COVER RISKS OF EXCHANGE RATE 
FLUCTUATION AND INCREASED PRODUCTION COSTS. DRAFT REGULATIONS 
SCHEDULED TO BE PRESENTED TO FINANCE MINISTRY AND, IF APPROVED, 
WILL BE DESCRIBED AT MARCH 15 OECD MEETING. PROGRAM DETAILS 
FOLLOW. END SUMMARY. 

1 . COMMATT MET WITH PRESIDENT OF MANAGEMENT COMMISSION AND 
COORDINATOR OF COMMERCIAL SERVICES OF THE GOP-OWNED CREDIT 
INSURANCE COMPANY (CIC) (COMPANHIA DE SEGURO DE CREDITO) TO 
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DISCUSS DETAILS OF SUBIECT INSURANCE PROGRAMS. DECEMBER 22, 
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1975 DECREE-LAW ESTABLISHED BROAD GUIDELINES FOR PROGRAMS. 

CIC NOW ENGAGED IN DRAFTING IMPLEMENTING REGULATIONS AND 
PROCEDURES. CIC OFFICIALS HOPE TO PRESENT DRAFT REGULATIONS 
TO FINANCE MINISTRY DURING WEEK OF FEBRUARY 22. IF APPROVED 
IN TIME BY GOP, NEW REGULATIONS WILL BE EXPLAINED TO OECD AT 
MARCH 15 MEETING TO DISCUSS EXPORT INCENTIVES. FOLLOWING 
ARE DETAILS ON NEW PROGRAMS. 

2. EXCHANGE RATE INSURANCE: ACCORDING TO GUIDE- 
LINES, EXPORTER MAY PURCHASE INSURANCE AGAINST EXCHANGE RATE 
FLUCTUATION OF FOREIGN CURRENCY ON CONTRACTS DENOMINATED IN 
FOREIGN CURRENCY. COVERAGE IN NORMAL CASES WILL BE UP TO 

90 PERCENT OF LOSS ALTHOUGH IT WILL BE EXTENDED TO 100 PERCENT 
IN EXCEPTIONAL CASES. RISK PERIOD IS BETWEEN DATE OF 
PURCHASE OF INSURANCE AND EXPIRATION DATE OF POLICY. INSUR- 
ANCE WILL NOT BE GRANTED IF RISK CAN BE COVERED BY OTHER 
MEANS SUCH AS A) SPECIAL CLAUSES IN EXPORT CONTRACT; B) 
ESTABLISHMENT OF FIXED EXCHANGE RATE AGREEMENT BETWEEN 
PORTUGAL AND COUNTRY OF IMPORTER; AND C) FORWARD BUYING AND 
SELLING OF FOREIGN CURRENCIES. THIS INSURANCE COVERAGE CAN 
ONLY BE BOUGHT IN CONJUNCTION WITH CIC COVERAGE OF EXPORT 
CREDIT RISK. DRAFT REGULATIONS STATE THAT SHOULD EXCHANGE 
RATE OF FOREIGN CURRENCY CHANGE IN FAVOR OF PORTUGUESE EX- 
PORTER, HE MUST REIMBURSE CIC FOR UP TO 90 PERCENT OF 
PROFIT. THIS CLAUSE DESIGNED TO PREVENT SPECULATION. CIC 
OFFICIALS STATED PREMIUM STRUCTURE NOT YET DETERMINED 
ALTHOUGH THEY EXPECTED IT TO BE SIMILAR TO RATES USED BY 
FRENCH. MINIMUM SIZE OF CONTRACT EXPECTED TO BE 100,000 
ESCUDOS (ABOUT DOLS 4000). 

3. INCREASED COST OF PRODUCTION PROGRAM: ACCORDING TO 
GUIDELINES, EXPORTER MAY PURCHASE INSURANCE AGAINST LOSSES 
STEMMING FROM 'ABNORMAL OR UNFORESEEABLE INCREASES IN PRO- 
DUCTION COSTS, CAUSED BY CHANGES IN ECONOMIC CONDITIONS 
AFFECTING EXPORT CONTRACTS." DRAFT REGULATIONS INTERPRET 
PRODUCTION COSTS AS WAGES, TRANSPORTATION, AND RAW MATERIAL 
COSTS AMONG OTHERS, BUT NOT INCREASED COSTS DUE TO STRIKES, 
RIOTS OR RISKS COVERED BY OTHER TYPES OF INSURANCE (SUCH 

AS EXCHANGE RATE FLUCTUATION). GUIDELINES PROVIDE THAT 
EXPORTER CAN INSURE AGAINST INCREASED PRODUCTION COSTS OF 
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MORE THAN 2 PERCENT AND LESS THAN 10 PERCENT OVER INCREASES 
FORESEEN AT THE DATE OF CONTRACT SIGNING, WHEN THERE IS NO 
COST ESCALATION CLAUSE IN CONTRACT. SHOULD THE CONTRACT 
CONTAIN ESCALATION CLAUSE, INSURANCE CAN BE BOUGHT FOR 
INCREASES BETWEEN 2 PERCENT AND 10 PERCENT OVER LIMITS OF 
CLAUSE. (PREAMBLE OF DECREE-LAW NOTES THAT MOST CONTRACTS 
SIGNED WITH EASTERN EUROPE DO NOT CONTAIN COST ESCALATION 
CLAUSES.) 
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4. ACCORDING TO CIC OFFICIALS, CAPITAL FOR THESE TWO 
PROGRAMS WILL COME FROM CENTRAL GOVERNMENT BUDGET; CIC 
WILL NOT BE GRANTED A SPECIFIC FUND. PROGRAMS ARE EXPECTED 
TO FINANCE THEMSELVES ULTIMATELY, BUT WILL BECOME OPERA- 
TIONAL AS SOON AS APPROVED BY MINISTRY OF FINANCE. 

CARLUCCI 
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